From 1964 until 2002, the State of Nebraska sponsored a defined contribution plan for its employees. During this period, the plan was unique among state pension plans because it was an individual account-type plan that offered participants the choice of a lump sum or annuity distribution upon retirement. Such a choice presents the opportunity to learn more about how individuals perceive financial risks and weigh various factors when deciding how to access their retirement benefits. This study reports the results of a new survey of Nebraska state workers who retired or terminated employment in 1997. The results offer a perspective on how individuals perceive their decisions 10 years later. The findings reveal three general themes. First, retirees tended to underestimate the financial risks associated with uninsured health care expenses. Sixty-five percent of retiree respondents said that they had initially underestimated such risk. Second, federal policies may influence the distribution decision. For example, many respondents cited tax penalties on lump sum distributions as a major factor in their decision, which is consistent with a high percentage choosing a non-taxable direct rollover distribution.
1

Introduction
From 1964 until 2002, the State of Nebraska sponsored a defined contribution plan (the "State Employees Plan") for employees of state government.
1 During this period, the State Employees Plan was unique among state government-sponsored public pension plans because it was an individual account-type plan that offered participants the choice of a present value sum 1 or an annuity form of distribution for their vested account balances.
Such a choice presents the opportunity to learn more about how individuals perceive various types of financial risks and weigh various motivational factors when deciding whether to choose a present value sum or an annuity for the distribution of their retirement benefits (the "distribution decision"). This study focused on participants in the State Employees Plan who either retired or terminated employment in 1997 and who were eligible at that time to receive a distribution of their retirement benefits (collectively, the "1997 Population"). The study was conducted as a mail survey to collect individual-level data concerning how members of the 1997 Population assessed longevity, inflation, investment and health shock risks and the factors that motivated their distribution decisions in 1997. The survey further collected individual-level demographic data, including data on financial literacy and efforts at retirement planning, and data concerning the investment and consumption experiences of the members of the 1997
Population for the ten-year period following the distribution decision. Using aggregate-level data, researchers have studied the transition from the retirement asset accumulation phase of the life cycle during an individual's working years to the consumption phase beginning with the early retirement years. The results of these studies are mixed. Some retirees appear to maintain their pre-retirement wealth and consumption levels while others experience a sharp decline in wealth and consumption levels shortly after retirement begins (Copeland 2007; Hurd and Rohwedder 2006; Haveman et al. 2005) . Researchers studying this sharp decline in consumption immediately following retirement -a phenomenon known as the retirement-consumption puzzle -have suggested multiple theories to explain both the retirement-consumption puzzle and the divergent outcomes produced by aggregate-level data research (Hurd and Rohwedder 2006) . Although Hurd and Rehwedder found that some individuals may be reducing consumption in retirement by substituting increased leisure time for goods that are complements to leisure, they conclude that no single explanation can account for the value sum.
3 decline in consumption at retirement. One partial explanation is that some individuals may have unknowingly or knowingly undersaved for retirement, but did not reduce consumption until forced to do so because of a decline in income upon entering retirement. This explanation is consistent with numerous research studies finding that between 20 and 50 percent of the population reaches retirement with insufficient financial resources (Rohwedder 2006) . Another partial explanation is that some individuals experienced unexpected health problems that either forced an earlier than planned retirement, or experienced unanticipated high health care expenses in retirement (Rohwedder 2006 Risk perceptions and motivations also play a potential role in understanding another retirement "puzzle" -why individuals undervalue annuities Horneff et al. 2006) . For most workers who participate in a defined contribution plan, the only distribution option is a present value sum. Although in theory an individual voluntarily could use these funds to purchase an annuity, in practice very few individuals do so Davidoff et al. 2005; Dushi and Webb 2004; Brown et al. 2001) . Research finding that retirees with less annuitized wealth consume more in the early retirement years than retirees with more annuitized retirement wealth raises the policy concern that future retirees (whose retirement benefits are increasingly likely to come solely from a defined contribution plan) may be at a higher risk of overconsuming and depleting their retirement plan assets before they die (Butrica and Mermin 2006) . 
Survey Methodology
The 1997 Population provided a unique opportunity to collect individual-level data on the risk perceptions and motivations that underlie the distribution decision. The researcher designed the mail survey as a twelve-page booklet consisting of six main topical sections with a total of 35 questions. The section topics, questions and answers are described in conjunction with the data results presented below. In tabulating the data, survey respondents were coded as either "workers" (age 61 or younger) or "retirees" (age 62 or older) at the time of the distribution decision in 1997. Distribution decisions were coded as either an annuity, a present value sum (further subcoded as either a taxable "lump sum" or a nontaxable "direct rollover"), or as "no distribution" for individuals who Therefore, the data results presented below are preliminary.
The large number of remaining undeliverable surveys warrants caution in generalizing the results presented below to the experiences of the 1997 Population as a whole. In particular, the data collected to date may be biased by self-selection among the survey respondents. The preliminary data results are more likely to reflect the experiences of members of the 1997 Population who are more stable (have stayed at the same home address for the past ten years), more educated with higher cognitive abilities, and more interested in retirement financial planning issues (Knäuper et al. 1997 ). As compared with the known characteristics of the 1997 Population, Table 1 shows that the survey respondents are disproportionately retirees and disproportionately selected the annuity distribution form. Table 2 shows that more than 80% of all survey respondents chose a present value sum and more than 60% chose a nontaxable direct rollover. Among retirees, 24% chose an annuity.
Preliminary Survey Results
Section One of the survey asked a series of questions that required respondents to recall their perceptions of longevity, inflation, investment and health shock risks (further subcoded as medical care expenses and long-term care expenses) in making the distribution decision in 1997. Table 3 shows responses to these questions based on status (retiree or worker) and by the form of distribution (annuity or present value sum) selected 9 in 1997. 5 Section One further asked respondents to self-evaluate the accuracy of their risk perceptions ten years after making the distribution decision. The self-evaluation period included a rising equity market (1997-early 1999), a declining equity market (late 1999-2002) , historically very low rates of return on fixed income investments, and historically high costs for basic necessities such as gasoline and utilities. Table 4 shows responses to these self-evaluation questions by retiree and worker status. 5 The researcher did not attempt to control for the potential problem of recall bias in Table 3 above and  Table 5 , infra. Section Two of the survey asked respondents to recall their motivations for the distribution decision in 1997 and identify the motivating factors that played a "major" role in the decision. Table 5 shows the responses according to the respondent's status (retiree or worker) in 1997. More than 60% of retirees recalled that the desire to control the investment of their retirement benefits was a major factor in the distribution decision. For workers, this percentage was less (44.20%), but the difference between status groups was not statistically significant. For both status groups, more than half of the respondents recalled that the tax penalty associated with a lump sum distribution was a major factor in the distribution decision. These two motivations are consistent with the relatively high percentage of total survey respondents (62.03%) who chose a nontaxable direct rollover distribution. For retirees, the third largest percentage of respondents recalled the lifetime annuity payments for Social Security benefits as a major factor in the distribution decision. The annuity provided by Social Security and other personal savings and investments were both significantly more important as major factors for retirees than for workers. The bequest motive as a major factor in the distribution decision was not significantly more important for retirees than for workers. A desire for personal or spousal income security was a major factor in the distribution decision for less than onefourth of respondents among retirees and among workers. A desire to use retirement benefits to make an immediate purchase in the near future was identified as a major factor by less than 5% of retirees and less than 10% of workers.
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Section Three of the survey asked respondents questions about how their retirement benefits were invested and whether their retirement benefits had been used to pay medical care or long-term care expenses during the ten-year period following the distribution decision (1997) (1998) (1999) (2000) (2001) (2002) (2003) (2004) (2005) (2006) (2007) . Section Three further asked respondents to identify their level of satisfaction with the distribution decision made in 1997. Responses are shown in Tables 6, 7 and 8. Table 6 shows that the largest percentage of respondents in both status groups invested their retirement benefits in mutual funds. Among retirees, the second highest percentage invested in bonds, whereas for workers the second highest percentage invested in the stock of individual companies. Table 7 shows that more than one-third of retirees and more than one-fifth of workers had used their retirement benefits to pay medical care expenses for themselves, a spouse, a dependent child, or an elderly parent at some time during the ten-year period following the 1997 distribution decision. In addition, one-fourth of retirees had used their retirement benefits to pay for long-term care expenses for themselves, a spouse, a dependent child, or an elderly parent. Table 8 shows that more than 90% of retirees and more than 75% of workers were either satisfied or very satisfied with the distribution decision they made in 1997. No retirees indicated that they were dissatisfied with their 1997distribution decision.
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Section Four of the survey was limited to respondents who were classified as retirees (age 62 or older at the time of the distribution decision in 1997). Section Four asked retirees a series of questions concerning the adequacy of retirement household income and current and anticipated future expenditures for daily living expenses, medical care, long-term care and prescription drugs. Slightly more than 90% of retirees agreed that their household income during the past twelve months had been enough to pay for their daily living expenses, including insurance premiums for medical care (including Medicare coverage), long-term care, and prescription drug insurance coverage. However, only 65.2% of retirees agreed that their household income would be enough to pay for these expenses in the future. More than 50% of retirees agreed that their household income in the future would be enough to pay for medical care expenses that were not covered by insurance, and more than 65% of retirees agreed that their household income in the future would be enough to pay for prescription drugs not covered by insurance. In contrast, only 17.4% of retirees agreed that their household income in the future would be enough to pay for long-term care expenses not otherwise covered by insurance.
Section Five of the survey was designed to assess the respondent's financial 14 literacy and efforts at retirement planning by using the module questions on planning and financial literacy that were administered as part of the 2004 Health and Retirement Study (Lusardi and Mitchell 2006a) . Tables 9 and 10 show the respondents' correct responses to the three financial literacy questions and the joint probabilities of correct answers on these questions. Section Six of the survey asked respondents to provide personal demographic information and offered the opportunity to make additional open-ended comments. The demographic data produced by Section Six are contained in Table 2 above. The survey data on demographic data, financial literacy, and efforts at retirement planning will be analyzed separately in a future paper.
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Discussion and Tentative Conclusions
In reviewing the preliminary data results, three general themes emerge. First, in making distribution decisions, plan participants may need more and better information to assess the financial risks presented by uninsured medical care expenses in retirement.
Although medical care expense risk was perceived as high by most retirees at the time of the distribution decision, subsequent self-evaluation indicated that many retirees had underestimated the financial risk associated with uninsured medical care expenses. In fact, more than one-third of retirees reported actually spending a portion of their retirement benefits on medical care expenses not covered by insurance.
The second theme that emerges from the preliminary data is the important role that federal tax and social welfare policies may play in an individual's distribution decision. Survey respondents indicated that federal tax policy penalizing lump sum distributions and the lifetime annuity payments provided by Social Security were the most prevalent major factors considered in making the distribution decision. Further individual-level research on the distribution decision-making process could prove valuable to policymakers in assessing the potential impact of proposals to amend federal tax and social welfare policies.
The third theme is cautious optimism that, in the future, financially literate individuals as retirees will be able to successfully manage a present value sum distribution during retirement. The survey respondents evidenced a relatively high level of financial literacy. Slightly more than ninety percent (90.9%) of retirees who responded to the survey indicated that, in the tenth year following their distribution decision, they had a sufficient household income to pay for their daily living expenses, including the costs of premiums for health care-related insurance coverage. More than 90% (91.67%) of retirees indicated that they were satisfied with their distribution decision, and none of the retirees who responded to the survey were dissatisfied with their distribution decision.
Perhaps the most important conclusion to be drawn from the survey is that, although there are methodological challenges to be overcome, it is possible to collect individual-level data on the perceptions and decision-making processes used by retirement plan participants in making distribution decisions. Such individual-level data is a potentially valuable resource for state and local government officials as they evaluate public pension systems in light of future fiscal challenges. Individual-level data also is likely to provide valuable insights as researchers seek to understand the annuity puzzle.
In particular, individual-level data can be used to create financial products that combine annuity features with other features, such as an ability to have some measure of control over investments, that will appeal to the motivations of workers who are entering the retirement phase. Finally, individual-level data can be used to improve the content of both public financial literacy programs and private efforts by employers to provide workers with retirement financial education.
